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The Background: History and Political Change
Bu Èlent Go Èkay
The Caspian±Caucasus region has received considerable attention over the past seven years, both because of its potential as a source of oil and gas for world energy markets, and because of the environmental consequences of such development for this ecologically delicate body of water. The Caspian Sea is an enclosed body of water, roughly 700 miles from north to south and 250 miles across, lying directly between the states of Central Asia and the Transcaucasus. It is a salt-water body, connected to the Black Sea by the Volga and Don rivers, the artificial Volga±Don canal (all passing through Russian territory), and the Sea of Azov, a branch of the Black Sea.
The Caspian±Caucasus is a region of complexities, rich in the diversity of peoples, nations and language. Hardly anywhere else on the planet can one find a territory of a comparable size as heterogeneous in terms of language, religion and culture. The countries of this region are blots on the map, pimples on the backs of Russia, Turkey and Iran. They are represented in Western perceptions by equally scrappy images: genocide and earthquake in the case of Armenia, wild horsemen and smiling centenarians in the case of Georgia, utterly foreign and barbar Muslims in the case of Azerbaijan and the North Caucasus. The total inhabitants of this area are not more than 30 million. Yet their cultural and historical heritage goes back further than those of many European nations. Caspian±Caucasus has always had a romantic appeal for foreigners. Thousands of years ago the routes connecting northern and eastern Europe with Asia Minor and the Greek colonies passed through here. The Argonauts were the first`foreign tourists', so to speak, to visit the Black Sea coast of the Caspian±Caucasus. Prometheus, who brought fire to mankind in defiance of Zeus, was said to have been chained to a cliff in the Caucasus.
Thousands of years have passed since then, but people are still attracted to the region of Caspian±Caucasus. The recent attraction of the region is related to its natural resources, especially the oil reserves of the Caspian Sea basin. Since 1991, oil has become a major symbol of the region's potential. During the Soviet period, the Caspian basin was politically closed to the world oil industry. The hydrocarbon potential of the Caspian basin states had been suspected by outsiders but remained unconfirmed during the Soviet period. Moscow had been unwilling to invest in oil and natural gas development in the region, and the resource base has remained relatively untouched. With the collapse of the Soviet power and the emergence of the new independent republics in Central Asia and the Caucasus, the Caspian Sea basin, with its vast oil and natural gas resources, has become an area of great interest as well as foreign investment. The oil industry has returned to the region after decades of Soviet isolation, hoping to rebuild the Caspian Sea basin into one of the world's great oil-exporting regions.
Current industry estimates put oil reserves under the depths of the Caspian Sea at up to 13 billion tonnes, more than any region outside the Persian Gulf.
1 The oil potential of this colossal territory is so significant that the analytical centres of the world's large oil and refining companies consider it to be more long-term than the unstable Persian Gulf. Such reserves put the region on a par with Saudi Arabia, and it is expected that the Caspian basin will become the second most important source for oil for the world's industrialised centres in the next century. Since 1991 the oil rush to the Caspian has been underway. Large oil companies are racing one another, eager to invest billions of dollars to tap unexploited hydrocarbon resources of the Caspian Sea basin. The intensifying struggle for control of the vast oil resources of the Caspian Sea basin is often cast as a replay of the nineteenth-century`Great Game', in which the British and Russian empires fought each other for political power and military influence in the same region.
Early history
Since ancient times, the Caspian±Caucasus has been one of those regions of the world where there is a long history of involvement with oil. Early travellers' reports attest to the historic presence of the oil in the Baku region. Oil over the centuries seemed as much a magic potion as an industrial commodity. Exploitation by collection from springs and shallow pits was well noted in the earliest historical records. Oil was being extracted and considerable commerce was carried on in the area, providing oil both for medicinal purposes and for cooking, heating and lighting in homes. The natural flow of oil and gas at Baku is one of the most spectacular in the world and has been narrated since the earliest times.
Stories of Baku's`eternal fires' have emanated from the area for at least 2500 years, and authenticated reports since the sixth century BC. Zarathustra (Zoroaster) 2 was said to have travelled to see the fires with his own eyes. 3 The ancient literature of Greece and Rome contains many references to the oil and gas of the Baku area. Herodotus of 450 BC complained about the evil smell of north Persian oil and described the production of oil and salt from springs and wells. 4 Still, the oldest records on the`eternal fires' of Baku are not very precise and give us little information about oil extraction and its uses.
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The Byzantine authors often referred to`Median fire', meaning the fire from the north-western region of Persia (Medina). This might well mean the oil from the Baku area. When the Byzantine emperor Heraklius invaded Panthia, his troops, we are told, destroyed the temples of the fire-worshippers in the region. Some of the temples were said to be burning natural gas.
6 Yet, nothing more definite was known about the methods of exploitation of the seepages and gas-wells. Despite numerous references, the early history of commercial exploitation of the Baku oil springs and hand-dug wells is not completely known. 7 The first records of deliberate export of oil appear during the tenth century. At this time, wells were already being dug on the Apsheron Peninsula at an average depth of about 10±12 metres.
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European travellers came to Baku at the end of the thirteenth century. Marco Polo, who visited northern Persia in 1271±3, while travelling along the Ancient Silk Route, 9 wrote of a spring that spouted a liquid good to burn'.
On this frontier towards Georgiana, there is a spring from which flow oil in such abundance that a hundred ships at a time may be loaded with it. The oil is not good to eat, but it is good to burn and to anoint camels with, against mange and dandruff. People come from great distances to fetch this oil, and in the whole district no other oil is burnt but this.
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From the early seventeenth century onwards there is a great variety of records of the Baku oil, oilfields and the trade of oil. The evidence shows that petroleum was widely used as a fuel, and as a solvent for removing stains from textiles.
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Russian control
Although knowledge and exploitation of the oil springs of Caspian± Caucasus region dated back to ancient times, and hand-dug wells had been supplying oil for several centuries, 12 the great oilfields of Baku were too isolated from important consuming centres to play much of a role in the development of the modern oil industry. After the region came under Russian control this picture began to change. The Russian tsar was aware of the importance of the Baku oil, and had anticipated the modern petroleum industry. This awareness of the importance of oil did, indeed, drive him to wage war on Persia to wrest control of Baku, bringing its oil wealth under Russian control. At the beginning of the Russian period, there were 82 oil wells in Baku.
13 There were other oil springs along the eastern Caspian shore. On the Cheleken island in the Caspian Sea oil was being obtained from about 3500 pits and seepages in 1838. The product was used for lighting and as a substitute for tallow. 14 The annual production of the Baku oil region was described in 1843 as 3 372 162 kilograms (28 000 barrels) of black naphtha' and 14 143 kilograms (106 barrels) of`white naphtha'. All this was from common pits and surface springs. I authorised new oil exploration in the Bibi-Eibat section, Baku District, on the Caspian Sea coast, by means of earth drills, and used 1,000 rubles allocated by you for this purpose. In consequence, the director of the Baku and Shirvan mineral fields has reported that oil was found in a well drilled at According to the Azerbaijan Academy of Sciences, the first well was prepared in what is now the giant Bibi-Eibat field in 1848.
17 When they drilled for water they found oil. However, mechanical drilling did not substitute digging by hand until drilling machinery was imported to Baku in 1871. The annual production of Russia increased from 41 000 barrels in 1863 to 204 000 barrels in 1870, all of which was from the Baku fields. Some attempts at refining the crude oil began in the Baku region in 1863 with the opening of a local refinery, and in ten years' time there were ten small-size refineries processing the oil successfully.
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Under Russian control, diverse ownerships of the tsarist government, regional authorities and private claimants complicated mineral titles. The Russian government, which owned most of the oil land, practised a lease system from 1813 to 1825, and a contractor exploited the ancient oil springs and pits under a licence from the Russian authorities. From 1825 to 1849 the Russian government operated the field on its own. The contractor system was reintroduced in 1849 and lasted to 1872. 19 The
Russian government abandoned the use of a single contractor after 1871 and instituted the practice of auctioning leases in 1872. This system was designed to encourage growth in the oil industry, by opening the market to investors with substantial capital ready to engage in large-scale, mechanised production. After this, leasing for longer terms was introduced to the highest bidder at public auction. A combination of public auction and royalty system was practised from 1896 until 1917. 20 Large flowing wells were obtained in the region of Baku in 1873. For the next twenty years, Russian output increased each year without a setback. The Baku district produced most of the Russian oil. Local conditions and the tsarist initiatives gave rise to particular Russian concepts and engineering practices. The more extensive experience of the American oil industry, however, had a significant impact on this development.
The distinguished Russian chemist Dimitri Mendeleyev, who was commissioned to analyse the situation in the Caspian±Caucasus oil region, attended the US Centennial Exposition at Philadelphia in 1876 as a member of the official Russian delegation. This offered him the opportunity to visit the Pennsylvania oil-producing region. He was impressed by the fact that the Pennsylvania oil belt and the principal axes of the Alleghany mountains bore a remarkable resemblance to the Baku fields and the Caucasus mountains. 21 Mendeleyev, together with Steinmann, the Director of Mines in the Caucasus, also played an important role in the abolishment of the four-year contract system. The 1880s witnessed a reorganisation of the oil industry under a centralised system. In particular, the post-1873 reforms in the organisation of oil exploitation were important for preparing the way for many new entrepreneurs who were about to enter the oil business at this time. Three significant oil conferences, 22 in 1884, 1885 and 1886, became instrumental in creating the Baku Oil Producers Society, an executive body for the Caspian±Caucasus oil industry. All aspects of the oil industry, from the production of oil to its transportation, dues levied on producers, refineries and pipeline carriers came under the control of this umbrella body. The Baku Oil Producers Society exerted a stabilising influence on the oil industry, contributing to the creation of a climate of opinion, encouraging further confidence in the oil extraction, sales and trade.
The organisational skills of the Baku Oil Producers Society helped advance a more confident attitude in the Russian oil industry. The creation of the Statistical Office in 1889 was one of the significant achievements of the Society. This contributed seriously to the promotion of a more rational attitude and professional practices in the Russian oil industry. Prior to this date, precise statistical data were difficult to obtain, and based as much on estimates as on solid information. After 1889, the growth of the Russian oil industry and its expansion could be mapped in detail. 23 The impact of the growing impulse within the tsarist empire towards industrialisation in the 1890s was significant for the further progress of the oil industry. The accession to the throne of Tsar Alexander III and the performance of his Minister of Finance, Count Sergius Witte, helped to create a more fertile ground for the industrialisation drive. Before Witte, the oil industry in Russia, despite the daring achievements of the 1870s and 1880s, was growing in an environment which had barely changed for centuries.
Count Witte was appointed as Minister of Finance in 1892. Institutional changes and new practices introduced by Witte had a profound impact both in economic and social terms, both during and after his tenure in office. Witte's currency reforms stabilised the ruble, which attracted many foreign entrepreneurs to the Baku oil business. The construction of the Trans-Siberian Railway in this period provided more practical means of transporting the fuel oil to the far corners of the empire. In 1883, the Transcaucasian railroad was completed, connecting the Black Sea port of Batumi to Baku. As a result, effective and swift access to world markets could become possible through railway tank cars to Batumi and thence by steamship to Western Europe.
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There were impressive developments in the field of exploration and exploitation. Successful wells were completed at Balakhany, and the productive area spread eastward through Surakhany, Sabunchy and Zabrat. Significant increase in production was achieved when Binagady field was discovered in 1896, and the large Surakhany field was opened in 1907. A pipeline from Baku to the ports on the Black Sea was constructed in 1901. Russia became the largest oil-producing country in 1898, and held that position until 1902. The peak year was 1901. Half of the world's petroleum in 1901 came from about 1900 wells in the Caucasus, in an area of less than six square miles. The oilfields of the Baku district on Apsheron peninsula ± the giant Bibi Eibat, and Balakhany±Sabun-chy±Ramany fields ± supplied 95 per cent of the total. 25 
Foreign companies in the Caspian basin
The most important achievement of the Russian oil industry in the 1880s and 1890s was to foster a more confident attitude amongst the foreign investors. The Russian oil industry began to inspire foreign buyers, who found themselves impressed by the new vigour and modern climate within which the Russian oil industry was now run. The entrance of foreign capital began with the arrival of the Swedish Nobel brothers, Robert and Ludwig Nobel, who more than anybody else deserve the credit for bringing the Russian oil industry to world prominence in the late ninetenth century.
Robert was the first Nobel who visited Baku. When he arrived in Baku in March 1873, the boasting optimism and passion of a boomtown fascinated Robert. He spent a few days in Baku, mostly investigating oil refineries and listening the tales of oilmen, and spent 25 000 rubles to buy a small refinery and several parcels of oil-rich land in Baku. Starting with this small enterprise, Robert Nobel improved and modernised the refinery process, and, in two years, proved that he was the most competent refiner in Baku. His modernised refinery produced the highest quality kerosene that had ever come out of Russia.
26
In 1875, the Nobel family purchased the giant Balakhany field and built their first modernised refinery. In 1877, they built the first tanker in Russia, Zoroaster. A pipeline was laid during the same year from the Balakhany field to the refinery. They supplied a substantial market for illuminating oil in northern Europe by tank steamers on the Caspian to Astrakhan. At Astrakhan the cargo was transferred to Volga River barges. During the next twenty-five years, the Nobel interests drilled more than 500 wells, employed as many as 12 000 men in their petroleum business, and produced about 150 million barrels of petroleum.
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Following the Nobels, the international Rothschild company came and contributed further to the expansion of the oil industry in the Caspian± Caucasus region. The Rothschilds came to the region in 1892 and founded a company called the Socie Âte Â Commerciale et Industrielle de Napthe Caspienne et de la Mer Noire.
28 The Rothschild interests were more concentrated on developing markets than in exploring. Together with the Nobels, they built small tank steamers to carry petroleum across the Caspian Sea for transfer to Volga River barges, and they were largely responsible for the construction of a railroad from Baku to Batumi. They also built an oil pipeline, which was built part way in 1901 and finished in 1905. The oil industry was in the control of the new government of independent Azerbaijan. During this period, Standard Oil of New Jersey signed a contract worth a third of a million dollars with the Azerbaijani government for the purchase of eleven plots in Baku, and purchased half of the shares of the Nobel interests.
32 When the Bolsheviks overthrew the independent Azerbaijani regime and established the Soviet Azerbaijan in April 1920, all these came to an end.
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Oil production, however, increased consistently from 1920 to 1928. Bibi Eibat was extended into the Caspian Sea by dirt fill in 1922±3, and the construction of steel pilings in 1924. During 1925 the first well was completed by the Soviet engineers in the Caspian offshore area from a ramp of steel pilings and boards. 34 Oil production surpassed the former 1901 peak in 1928. The resumption of drilling in 1924, which had completed extensions and deeper sands in the Baku fields, and the development of better methods of operation were the main reasons for this.
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With the adoption of Stalin's First Five-Year Plan in April 1929, the central government maintained control over every detail of petroleum exploration and exploitation. During the years of successive Five-Year Plans, a new geography of raw materials and fuel was created, which brought the industry closer to the sources of raw materials and the regions of consumption.
The late 1920s and 1930s were notable for significant technological accomplishments in the Soviet oil industry. Electrical prospecting began in 1928 and was used more extensively than in other oil-producing countries. It was employed effectively in basement studies and also for mapping sedimentary intersects with large resistivity divergences.
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Despite the new discoveries in the Volga±Ural region, during the period up to the Second World War, the Baku±North Caucasus region continued to provide an average of 80 per cent of the Soviet Union's crude oil output. In 1940, out of the 227 030 000 barrels of oil produced in the whole country, 62 060 000 barrels came from Baku, 16 060 000 barrels from the North Caucasus, and 49 910 000 barrels from the other regions.
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The Second World War, particularly the German military threat to the oilfields of the Caucasus, influenced the Soviet planners to focus drilling activities in the interior, especially in the newly thriving Volga±Urals district. As a result, in the post-war era, the Caspian±Caucasus oil region's importance declined in the Soviet oil industry. By 1949, the expanding Volga±Urals production had compensated for the wartime decline.
38 During the Fourth (1946±50), Fifth (1951±6) , and Sixth (1956±7) Five-Year Plans, outstanding discoveries were made in the Volga±Urals. In this way, the focus of Soviet oil development shifted from the Caspian±Caucasus to a strategically crucial area between the Volga River and the Ural mountains. Other major discoveries were made in the Dnepr±Donets in the Ukraine, in the South Caspian, on the Bukhara±Khiva platform further east, and in the West Siberian basin. It took the Soviets time to recover from the damage done to their oilfields during the Second World War. But once the recovery was complete, achievements were notable: oil production in 1958 was more than five times greater than that of 1946.
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Following the death of Stalin in 1953, Soviet oil exports increased substantially and in 1954 the Soviet Union became a net exporter and remained one until the late 1970s. Soviet oil production was on the rise, and this greater production, coupled with limited refinery capacity, was an important reason for this export drive. The Soviet oil industry was faced with a shortage of pipes suitable for oil and gas line construction. One of the objectives of the oil export campaign was to secure pipe in return for oil. Italy, many other European states and Japan were willing to enter into such an arrangement. 
